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RE: DOCKET NOS. E-01345A-98-0473, E-01345A-97-0773 AND RE-00000C-94-0165
Dear Mr. Rudibaugh:

On July 22, 1999, you ordered the parties to provide an Informational Standard Offer Bill
based on the two examples contained in Attachment AP-1R in the format set forth in the Hearing
~ Division Exhibit No. 1.

On August 3, 1999, APS filed a draft exhibit that provided an Informational Standard
Offer Bill in the format outlined in Hearing Officer Exhibit 1.

On August 6, 1999, Staff provided APS with the following comments on the APS
proposed Informational Standard Offer Bill in response to APS’ August 3, 1999 letter and draft
exhibit enclosure:

1. Staff does not interpret the Hearing Officer’s comments on allocation as requiring
acceptance of decremental Metering, Meter Reading and Billing charges. We believe
that these charges should be based on embedded costs. It is misleading to customers
to portray the decremental costs of these services as the costs these customers are
currently paying for standard offer service.

2. To be useful to customers, the calculated Generation Credit should calculate and list
separately the amount of regulatory assessment and sales tax that would be associated
with the credit that results from this residual calculation. The MGC has always been
discussed prior to assessments and this is most likely how marketers will make offers.

3. There is no agreed upon basis for segregating the generation credit into demand and
energy portions, unless it were based on the Company’s underlying rates. Since the
residential class does not have a demand rate and the computations do not seem to be
based on rates, the generation credit should be expressed either as a sum of the rate
components that create it or as a single number.
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4. The generation credit should not be described as typical, since it is unique to the
particular customer.

5. The total amount of the shopping credit is exaggerated in this example because it is
derived from the current bundled rate rather than the Standard Offer rate that will be
in effect after the Settlement.

Since APS did not address the above modifications in its filing on August 9, 1999, Staff
cannot support the APS Proposal and has attached its Proposed Informational Standard Offer
Bill.

Staff, in attempting to respond to the Hearing Officer’s Request to unbundle APS’
Standard Offer rate, encountered some difficulties. Because the market generation credit is not a
fixed amount per kwh, we felt it was necessary to express it in its component parts. This will
enable customers to know not only what the previous month’s credit was but how the per kwh
credit might change as the customer usage changes. The Company’s unbundled informational
bill does not inform customers that the per kwh credit that they receive will change with the
usage level and pattern.

This effort revealed a lack of comparability between the Standard Offer rate and the
Direct Access rate. Noteworthy is the fact that residential customers’ monthly customer charges
will increase as they go to Direct Access; in other words, they get an additional cost rather than a
savings as they go to Direct Access. They must compare this cost to the savings that they
receive on the energy rate. A similar problem was found in Rate 32, as the total demand charge
paid by customers on the Direct Access rate is higher than the demand charge on the Standard
Offer rate. This will mean that low load factor customers receive a much lower per kwh market
generation credit than higher load factor customers.

These are not necessary results of creating a CTC. With the residential rate, the
Company could collect the same total CTC and the same total revenue through decreasing the
MGCs on an energy basis and leaving the customer charge constant. For rate 32, the per KW
CTC could be decreased and the same revenue collected through a small energy CTC. Staff has
calculated alternative Direct Access rates and are attaching them also for informational purposes.

Sincerely,

ohn V. Wallace
Manager, Revenue Requirements .* 1alysis
Utilities Division

JVW:smm
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